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This report presents the results of our review to evaluate whether the Tax Exempt and 
Government Entities (TE/GE) Division is properly and effectively managing its 
modernization initiatives to identify its Government Entities (GE) organization customers 
and their customer service issues. 

In summary, we found that the GE organization has initiated steps to identify its 
customers and related tax issues.  However, the processes established by the three GE 
organization functional offices to monitor the implementation of these actions could be 
enhanced.  Effectively identifying the customers and their customer service issues for 
the GE functional offices is a critical part of the successful modernization of the TE/GE 
Division.   

The high level operational plans developed by the three functional offices to identify 
their customers did not specify management officials who would be responsible for 
ensuring that the planned actions are performed in a timely and effective manner.  The 
GE organization’s three functional offices developed operational plans that did not 
describe the specific steps or methods that will be used to effectively oversee the 
planned actions.  In addition, the initiative to identify customers using tax information 
provided by the Internal Revenue Service’s (IRS) automated systems could be 
enhanced.  Also, specific plans or systems to uniformly provide customers with points of 
contact within GE or to collect and evaluate customer tax requirement information 
obtained from the customer contacts need to be established. 

Management’s Response:  The TE/GE Division responded that it has completed several 
recommendations concerning establishment of action plans, performance measures, 
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and baselines for services.  It has also designated management officials to be 
responsible for its action plans, and established additional management controls.  The 
GE organization is also working to further enhance its customer identification 
capabilities and to provide its customers a point of contact.  Moreover, the TE/GE 
Division has agreed to improve the Request for Information Services (RIS) process by 
updating TE/GE Business Planning Office’s policies and procedures for submitting RIS’ 
and monitoring the RIS process. 

Copies of this report are also being sent to the IRS managers who are affected by the 
report recommendations.  Please contact me at (202) 622-6510 if you have questions or 
Daniel R. Devlin, Assistant Inspector General for Audit (Headquarters Operations and 
Exempt Organizations Programs) at (202) 622-8500. 
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The Internal Revenue Service (IRS) Restructuring and 
Reform Act of 1998 (RRA 98)1 resulted in the IRS 
designing a new Tax Exempt and Government Entities 
(TE/GE) Division built around specific groups of taxpayers 
with relatively similar needs.  Although generally paying no 
income tax, the TE/GE sector does pay over $220 billion in 
employment taxes and income tax withholding.  A critical 
challenge facing the TE/GE Division is the establishment of 
its Government Entities (GE) organization and the timely 
and effective identification of its customers and their 
customer service issues. 

The GE organization consists of three functional offices: 
Tax Exempt Bonds (TEB), Federal, State, and Local 
Governments (FSLG), and Indian Tribal Governments 
(ITG).  The primary responsibilities of the GE organization 
are to:  assist customers in understanding their tax 
obligations, assess compliance with relevant federal tax 
laws, ensure that its customers report the correct amount of 
federal tax due, and correct non-compliance through 
customer education and outreach activities. 

The GE organizational structure was designed to meet the 
needs of three very distinct customer groups that are 
governed by complex, highly specialized provisions of the 
tax law.  

•  The TEB office has responsibility for tax exempt bond 
investments that total over $1.3 trillion.  The bonds vary 
in size and are typically issued by a government entity.  
The TEB customers include private borrowers of 
municipal bond proceeds, bondholders, individuals that 
provide legal counsel to municipal entities, and 
underwriters.  These customers require services tailored 
to their varying economic and legal needs. 

•  The FSLG office has responsibility for tax issues 
regarding federal, state, and local government entities.  
While the FSLG customers are generally not subject to 

                                                 
1 Pub. L No. 105-206, 112 Stat. 685  (codified as amended in scattered 
sections of 2 U.S.C., 5 U.S.C., 5 U.S.C. app., 16 U.S.C., 19 U.S.C.,  
22 U.S.C., 23 U.S.C., 26 U.S.C., 31 U.S.C., 38 U.S.C., and 49 U.S.C.). 
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federal income tax, these entities often have significant 
tax responsibilities such as employment tax withholding 
and reporting that result from their status as employers.  
The FSLG customers require highly tailored services 
due partially to governmental budgetary and legislative 
requirements and cycles. 

•  The ITG office coordinates all tax matters arising from 
Indian tribal government activities.  The ITG customers 
have a special government-to-government relationship 
with the United States (U.S.) and require unique 
customer service arrangements.  The increase in 
commercial activities such as gaming by tribal 
governments has raised federal tax questions relating to 
governments as employers; distributions to tribal 
members; and the establishment of government 
programs, trusts, and businesses.  These tax matters are 
further complicated by the unique status of Indian 
Nations and the fact that the ITG office has not 
determined the true number of Indian tribal government 
entities. 

Although officially created in December 1999, the GE 
organization is still trying to reach its projected optimal 
staffing levels.  TE/GE executives have expressed concerns 
with the resource levels and acknowledged that the full 
implementation and establishment of the GE organization is 
being delayed through Fiscal Year (FY) 2003.  As a result 
of these resource limitations, the GE organization is still 
trying to identify its customers and their unique customer 
service issues.  

The TE/GE Division strategic planning process occurs 
annually and is performed throughout the organization.  The 
Commissioner, TE/GE Division, issued a divisional 
strategic plan that provides the organization-wide goals, 
trends, problems to be addressed, and strategies to address 
them.  In turn, the Director, GE, issued a Functional 
Strategies Plan for FY 2001 with five broad strategy areas 
that mirrored the divisional plan.   
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The five broad areas are as follows: 

•  Planning 

•  Training 

•  Customer Service 

•  Compliance 

•  Work Process 

We focused our audit on the Customer Service strategy area.  
We believe the customer service initiatives to identify GE 
customers and their customer service needs are critical 
processes that must be performed to meet the TE/GE 
Division goal of providing quality customer service.  Our 
review of the processes for controlling the customer service 
initiatives currently underway resulted in our observations 
that additional management actions are needed to better 
identify its customers and their needs.  

We interviewed TE/GE Division management officials and 
staff in the TE/GE Division headquarters office in 
Washington, DC.  We also contacted federal, state, and local 
governments, Indian Nations, and tax exempt bond 
associations.  This audit was conducted in accordance with 
Government Auditing Standards between November 2000 
and December 2001. 

Detailed information on our audit objective, scope, and 
methodology is presented in Appendix I.  Major 
contributors to the report are listed in Appendix II. 

The three GE functional offices further refined the GE 
Functional Strategies Plan for FY 2001 by developing 
individual operational plans that provided goals for 
identifying their customers and customer service issues.  
However, these plans did not specify who would be held 
accountable for ensuring that the goals were realized.  Also, 
the plans did not specify the methods that would be used to 
monitor the completion of the strategic goals.  In addition, 
the plans did not include milestone dates for the planned 
actions or how the status of the actions taken will be 
communicated to senior GE officials.  The timely 
completion of the customer service goals in the operational 

Improvements Are Needed in the 
Operational Plans for the 
Government Entities Functional 
Areas 
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plans is critical to the GE organization’s efforts to identify 
its customers and their specific needs and, as a result, 
provide quality customer service.   

The GE organization management team advised us they had 
limited staff to properly plan and track their customer 
service initiatives.  The on-board staff was primarily 
devoted to the stand-up of the new organization.  For 
example, the stand-up actions included the hiring and 
training of new employees and the marketing of the GE 
organization’s existence among its customers and their 
business associations.  

The GE organization’s ability to timely determine customer 
issues and customer service needs is critical to its future 
success.  Because GE customer needs are evolving, it is 
vital for the GE organization to establish processes to ensure 
that current and future customer needs are addressed.  For 
example, Indian Nations have recently begun to charter their 
own banks.  It is critical for the ITG office to assess this 
area since it will present new customer needs that the ITG 
office may not be currently prepared to address. 

As reflected in the TE/GE Division modernization design 
documents, a key success factor to the TE/GE Division 
achieving its objective of providing top quality customer 
service is the implementation of the concept of end-to-end 
accountability.  This includes clear roles and responsibilities 
for work performed and controls over resources devoted to 
critical processes.  Until accountability is defined and 
timeframes established for planned actions, the GE 
organization is at risk that its customers may not fully 
understand their requirements for complying with the 
federal tax laws. 

Recommendations 

The Commissioner, TE/GE Division, should provide the 
necessary resources to: 

1. Ensure that the operational plans fully disclose the 
management officials who are responsible for oversight 
of the actions planned. 
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2. Ensure that the operational plans include the actions 
planned, individuals assigned, completion dates, 
expected results, and methods to monitor and report 
performance.  

Management’s Response:  The TE/GE Division has three 
functional areas within the GE organization and responded 
that they have established action plans that correspond to 
operational priorities and include documentation identifying 
responsible parties for oversight of those plans. 

We believe additional management actions should be taken 
to better oversee the Information Technology Services (ITS) 
support work currently underway to identify GE 
organization customers.  The modernization design plans 
that were used to establish the TE/GE organization 
recognized the need to oversee the contractual relationship 
with the ITS office.  For example, the design plans specified 
that open lines of communication be established with the 
ITS office to ensure that adequate resources and services are 
received. 

The identification of customers and their tax issues is a key 
factor in the TE/GE Division achieving its objective of 
providing quality customer service.  The GE functional 
offices have begun this process. 

•  The TEB office met with the major stakeholder groups 
to identify the bond issuers for municipal obligations.  

•  The FSLG office obtained data from the U.S. Commerce 
Department and the National Conference of State Social 
Security Administrators to identify its customers.  

•  The ITG office used information provided by the Bureau 
of Indian Affairs and other commercial sources to 
identify its customers.  

While the GE organization’s efforts to identify its customers 
and their customer service issues using information from 
outside the IRS have been successful, the initiative to 
identify customers using tax information contained in the 
IRS’ automated systems could be enhanced.  This ability 
will be crucial if GE is to effectively and efficiently assess 

Processes to Obtain Customer 
Tax Information Could Be 
Enhanced   
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its customers’ compliance with their federal tax 
responsibilities. 

The IRS’ automated systems need to be modified to allow 
for the identification of the GE customer base.  A Request 
for Information Services (RIS) titled “Supplemental TE/GE 
Modernization Needs” was issued to the ITS organization to 
better identify, extract, and report the GE customer 
information.  The RIS was to be completed by 
January 1, 2002; however, some of the requested actions 
have not been completed and the revised completion date is 
now December 23, 2002.  These delays have occurred, in 
part, because the data requirements needed to fully develop 
the requested management reports were not timely 
communicated to the ITS organization.  We believe the 
report requirements were not timely provided to the ITS 
organization because informal processes were used to 
monitor the RIS actions.  

We reviewed documented communications between the ITS 
organization and the TE/GE Business Systems office and 
determined that the ITS organization requested additional 
details about the data needed for the reports.  These 
communications about the data needed and resulting delays 
occurred at lower levels within the GE and ITS 
organizations.  Although the report requirements are critical 
to the successful completion of the RIS actions, we did not 
identify any process to elevate the ITS concerns to GE 
organization senior managers for consideration and action.   

The TE/GE Division Business Systems office is responsible 
for coordinating and overseeing the RIS actions.  However, 
our evaluation of the informal processes currently used to 
monitor the RIS actions has determined that overall 
responsibility for the RIS was not and has not yet been 
clearly established with a specific office.  For example, 
neither the Business Systems office nor the GE organization 
has assumed overall responsibility for the RIS actions.  We 
believe that without clear lines of accountability for 
addressing RIS concerns, additional delays could occur 
when requesting support services from the ITS organization.   

The ITS organization advised the Business Systems office 
that ITS resources may be shifted to work on higher priority 
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work during 2002.  The TE/GE Division Business Systems 
office does not consider this a significant risk to the GE 
organization because they believe the level of ITS 
organization support actions will not significantly decrease 
for 2002.  As a result, senior GE managers were not 
informed that the level of service provided by the ITS 
organization may decrease.  We believe that procedures 
should be developed to ensure that potential work stoppage 
issues are timely communicated to the GE organization 
senior managers. 

Additionally, our discussions with the TE/GE Division 
Business Systems group determined that additional TE/GE 
Division management emphasis may be required to ensure 
that the processes used to prioritize the RIS actions with the 
ITS organization are effective.  The Service Level 
Agreement (SLA) with the ITS organization does not 
specify the processes that will be used to prioritize the RIS 
actions nor does it specify the processes that will be used by 
the TE/GE Division to monitor and resolve any  
non-performance issues.  The use of formal agreements that 
clearly document the priority of the requested actions, level 
of performance expected, and the processes that will be used 
to monitor work completed could enhance the GE 
organization efforts to identify its customers and their 
customer service issues.   

The TE/GE Division FY 2002 Strategic Plan identified five 
critical improvement projects requiring ITS support.  Even 
though the RIS titled “Supplemental TE/GE Modernization 
Needs” was identified as a “stay-in-business” request, the 
RIS was not identified in the TE/GE Division Strategic Plan 
as a priority project.  We did not identify any processes to 
ensure that all RIS requests be prioritized for possible 
inclusion in the strategic plans.  Until processes are 
developed to prioritize the RIS requests, some critical 
improvement projects may not be completed as planned. 

The Director, GE, advised us that the processes to properly 
oversee the RIS process were never fully established 
because of other organizational priorities and, as a result, 
GE organization efforts to oversee the work performed by 
the ITS organization was limited.  However, the 
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identification of GE customers using IRS tax account 
information is a critical component in the organization’s 
efforts to provide quality customer service as well as ensure 
compliance with federal tax laws.  

Recommendations 

The Commissioner, TE/GE Division, should: 

3. Ensure that additional management controls are 
established to oversee the RIS actions taken to identify 
GE organization customers and their customer service 
issues and to timely resolve issues that could delay the 
completion of the requested actions.  For example, clear 
lines of responsibility should be established to 
effectively oversee the RIS actions. 

Management’s Response:  The Business Systems Planning 
Office will update the TE/GE Request for Information 
Systems Office Procedures document to include a policy to 
eliminate the practice of combining unrelated requirements 
into a single RIS request.  Independent requirements will be 
submitted on separate RIS requests.  The RIS originator will 
be the primary RIS contact responsible for providing 
business requirements to ITS and monitoring the RIS status.  
The primary contact will notify appropriate management 
within the TE/GE Division and ITS of unresolved delays 
and issues.  A policy will also be established that will 
require the RIS to reflect the date that the TE/GE Division 
will provide detailed specifications to ITS.  If the 
specifications cannot be provided earlier, they will be 
provided when the final RIS is submitted. 

4. Enhance the SLA with the ITS organization to include: 
processes to inform the ITS organization when 
requesting high-priority support actions, level of 
performance expected, and the processes that will be 
used to monitor work completed and to resolve 
non-performance issues.  

Management’s Response:  The Business Systems Planning 
Office will update the TE/GE Request for Information 
Systems Office Procedures document to require the primary 
RIS contact to follow-up on all final RIS pending 
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acceptance for more than 30 business days.  It will also 
issue a memorandum to each of the business unit directors 
to notify them of the consolidated RIS report and 
communicate the RIS follow-up policy.  It will publish on 
its web site a consolidated report reflecting the status of 
each RIS. 

Office of Audit Comment:  Management’s response 
addressed several important areas; however, it did not 
address the recommendation to enhance the SLA, which is 
needed to ensure that adequate resources and services are 
received. 

5. Establish a process within the TE/GE Division to ensure 
that high-priority RIS actions are considered for 
inclusion in the TE/GE Division Strategic Plans. 

Management’s Response:  As a component of the annual 
strategic planning process, the Director, Business Systems 
Planning developed a listing of proposed improvement 
projects and their associated RIS.  This listing highlights the 
importance of the RIS work to the projects and ensures 
alignment with the TE/GE Strategic Plan for the upcoming 
fiscal years. 

The GE functional offices have made significant efforts to 
contact customers and market the new offices.  However, 
we did not identify specific plans or systems to uniformly 
provide customers with points of contact within GE or to 
collect and evaluate customer tax requirement information 
obtained from the customer contacts.  Until effective 
processes are established to capture and evaluate customer 
tax requirement needs, the GE organization’s three 
functional offices may not be able to provide quality 
customer service. 

The standards for internal controls in the federal 
government2 require that sufficient data be timely and 
properly recorded that will provide value to management 
when controlling operations and making decisions.  The GE 
organization’s informal processes to collect and evaluate 
                                                 
2 Federal Managers’ Financial Integrity Act, 31 U.S.C.,  
§ 3512(b), 1982.  

Communications With 
Government Entity Customers 
Could Be Better Controlled  
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customer service issues may prevent the GE organization 
from achieving its goal to develop a responsive customer 
outreach program.  The GE organization managers advised 
us that sufficient resources have not been available to 
develop the necessary points of contact or the processes that 
will be used to effectively capture customer service issues.  

Points of contact could be better defined  

The FSLG customers do not have an effective means to 
communicate their tax requirement issues to the FSLG 
office.  The FSLG customers we contacted advised us that 
they have discussed some issues with the FSLG office staff 
during face-to-face meetings.  However, these customers 
were not provided with any instructions on the processes to 
use when trying to communicate with the FSLG office.  For 
example, one federal agency informed us that it had not 
received any contact points or guidance that would facilitate 
discussions with the FSLG office.  The FSLG managers 
advised us that the FSLG office uses an ad-hoc approach to 
communicate with its customers.  

The TEB customers were informally provided phone 
contacts at professional association meetings and/or 
outreach and training sessions conducted by the TEB office.  
These customers were unaware of any formal process to 
communicate customer service issues to the TEB office.   

The GE organization Functional Strategies Plan for 
FY 2001 listed the use of the Internet and IRS Intranet as 
one of the customer service goals.  The GE functions have 
established web sites that are available to the public.  The 
ITG office has listed some tax issues for its customers, and 
the TEB office uses its web site to obtain information from 
its customers.  The FSLG office used its web site to 
announce its existence.  However, none of the GE 
organizations developed the web sites to be the focal point 
for conducting business with its customers.  The web sites 
should identify the services provided by each of the 
functional offices and contact points for the services listed.  
This approach could enhance customer service and reduce 
the customer burden when communicating with the offices.  
The Director, GE, supports the expanded use of the web 
sites to communicate with GE customers; however, the GE 
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organization does not currently have the necessary resources 
to effectively provide enhancements to the web sites.   

Efforts to capture customer issues could be enhanced  

The three GE functional offices have initiated some actions 
to develop prototype processes to record customer 
information.  The TEB office attempted to have its 
customers complete questionnaires at TEB outreach/training 
sessions.  The TEB office also tried to use its web sites to 
obtain information from its customers.  The FSLG and ITG 
offices primarily relied on face-to-face contacts to 
communicate with their customers.  Although these 
initiatives have improved customer service, we did not 
identify any plans to develop permanent processes for 
controlling customer service issues within GE.  Specifically, 
we did not identify: 

•  Clear procedures regarding the processing of customer 
information. 

•  Effective tools to receive and store customer 
information. 

•  Effective processes to evaluate the customer 
information. 

An effective process to capture and evaluate the customer 
service issues would enhance the GE organization’s ability 
to oversee the quality of customer service provided its 
customers.  Also, management will be in a better position to 
readily identify and resolve critical customer service issues 
facing the GE organization. The GE organization 
management team advised us that their plans are to fully 
develop the necessary processes to capture customer service 
issues when staff resources are available to work on the 
initiatives.  However, specific timetables were not provided.  

Recommendations 

The Commissioner, TE/GE Division, should develop action 
plans with due dates and provide the necessary resources to: 

6. Ensure that customers are provided with contact points 
for resolution of their customer service issues and 
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implement processes to improve communication with 
the three functional offices.  For example, additional 
actions could be taken to enhance the web sites for the 
three GE organization functional offices.   

Management’s Response:  To expand its method of 
customer communications, The GE organization has been 
working with the Communications & Liaison Office to 
expand and develop its Internet presence.  Moreover, it has 
taken steps to ensure that its customers are provided with 
contact information to resolve customer service issues. 

7. Ensure that the processes currently used to capture 
customer information include clear procedures for 
processing and evaluating the customer information. 

Management’s Response:  The TE/GE Division responded 
that they have expanded their functional database to capture 
more extensive data and generate more reports.  The GE 
organization has also developed and implemented 
procedures for capturing, processing and evaluating 
customer information.  In addition, the TE/GE Division has 
developed procedures and trained their employees on the 
use, content, and importance of the database. 
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 Appendix I 
 
 

Detailed Objective, Scope, and Methodology 
 
The objective of our audit was to evaluate whether the Tax Exempt and Government Entities 
(TE/GE) Division is properly and effectively managing its modernization initiatives to identify 
its Government Entities (GE) organization customers and their customer service issues.  We 
determined whether the GE organization’s three functional offices were taking appropriate 
actions to identify its customer base and customer needs that would facilitate the development of 
effective Customer Education and Outreach (CEO) programs for these offices.  Also, we 
determined whether the GE organization’s management provides effective oversight that ensures 
the initiatives taken to identify the customer base and customer service needs are timely and 
effectively performed.  Specifically, we: 

I. Interviewed the GE managers and staff and reviewed strategic planning documents and 
action plans to identify and evaluate the methodology used by the GE organization to identify 
its customers and their customer service needs for the three functional offices.   

II. Evaluated the methodology that the GE staff used to identify and foster working relationships 
with the various stakeholder organizations and groups.  We contacted a judgmental sample of 
federal, state, and local governments, Indian tribal nations, and associations that represent the 
tax exempt bond industry to obtain their opinions and comments concerning the GE 
organization’s efforts to provide quality customer service. 

III. Reviewed design and modernization plans and actions to determine whether the GE 
organization was meeting its proposed objectives in establishing an effective CEO program.  
Specifically, we reviewed those CEO activities that involved steps to identify the customer 
base and activities for identifying customer needs. 
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